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Section A — Multiple Choice Questions 
(Each question is worth 2 marks, for a total of 40 marks) 


Candidates MUST answer ALL TWENTY (20) multiple choice questions on the Multiple Choice 
Answer Sheet provided on Page 11. Answer all questions by circling the letter (A, B, C, D or E) 


Question (1) 


corresponding to the most appropriate answer to each question. 


Why is the existence of a modern and efficient financial system important for an economy? 


MOOW > 


Question (2) 


It only needs the support of very basic technology 

It allows economic growth and future productive capacity of an economy to be funded 
It prevents a central bank from changing interest rates 

It ensures that a financial crisis cannot occur 

It maintains full employment 


Direct finance normally involves: 


MOOW > 


Question (3) 


Wholesale market transactions 
Retail market transactions 
Debt markets 

Equity markets 

Derivatives markets 


When can a shareholder sell their rights under a rights issue? 
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Question (4) 


When it is a renounceable rights issue 
When it is a pro-rata issue 

When it is a negotiable rights issue 
When it is a convertible rights issue 
When it is a temporary rights issue 


Which of the following will affect the current price of a corporate bond? 
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The payment of the face value on the maturity date 

A change in the interest payments on a fixed-interest bond 
A change in the market interest rate 

The future value of the coupons 

Current commissions paid 


Question (5) 
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Identify a security from the following list that is traded on the ASX and has both equity and debt 


features. 


MOOS 


Question (6) 


Straight corporate bond 
Floating rate note 
Ordinary share 
Convertible note 

Straight government bond 


An accumulation index measures which of the following? 


MOOS 


Question (7) 


Share price changes over a period of time 

Share price changes and dividend reinvestment 
Share price changes multiplied by a liquidity factor 
Share price changes from year to year 

Share price changes from week to week 


Liquidity is best defined as: 
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Question (8) 


The ability to access the cash balances of a firm on a daily basis 

The option of a firm to sell its inventory at a greatly reduced price 

The ability of a firm to sell its fixed assets quickly by greatly reducing the price 
The market value of an asset minus the book value of that same asset 

The ease and speed with which an asset can be converted to cash 


Cash flow to shareholders is defined as: 


MOOS 


Question (9) 


Cash flow from assets plus cash flow to creditors 
Operating cash flow minus cash flow to creditors 
Dividends paid plus the change in retained earnings 
Dividends paid minus net new equity raised 

Net income minus the addition to retained earnings 


Financial statement analysis: 


MOOW YS 


Will always give a precise analysis of the financial health of a company 

Is based on past results and is therefore not useful 

Provides useful information that can serve as a basis for predicting future performance 
Is limited to internal use by managers 

Provides useful information to shareholders but not other stakeholders 
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Question (10) 


You have $50 000 now to invest. If you can earn 10% per annum on your deposit, and can invest for 5 
years, what will be the future value of your deposit (to the nearest dollar) at the end of the investment 
period? 


A. $150 493 
B. $80 526 
C; $99 456 
D. $85 025 
E. $100 013 


Question (11) 


Precision Engineering invested $110 000 at 6.5 per cent interest, compounded annually for 4 years. 
How much interest on interest did the company earn over this period of time? 


A. $2 481.25 
B. $2 911.30 
C. $3 014.14 
D. $3 250.00 
E. $3 333.33 


Question (12) 


Patrick's Furniture has approved your application for credit. The maximum payment they have 
approved is $130 a month for 60 months. The APR is 14.9 per cent. How much furniture can you 
afford to purchase using the credit offered by the store? 


A. $5 436.67 
B. $5 476.57 
C. $5 508.19 
D. $5 587.03 
E: $5 667.54 


Question (13) 


Nawano is considering an investment of $200 000 with cash inflows of $80 000; $70 000; $75 000; 
$10 000 and $35 000 over the next five years, respectively. What is the net present value of this 
investment if the relevant discount rate is 11 per cent? 


A. $63 063.10 
B. $11 083.10 
Cc $17 008.60 
D. $14 200.87 
E. $44 151.62 
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Question (14) 


You are considering a project that has an initial outlay of $500 000. The project will generate cash 
inflows of $150 000 per year for four years, followed by $80 000 for one more year. Considering the 
discount rate of 10%, what is the profitability index? 


A. 0.95 
B. 0.97 
C. 1.00 
D. 1.05 
E. 1.36 


Question (15) 


You are using a net present value profile to compare two projects. At the point where the net present 
values of the two projects intersect, the: 


Net present value of each project is equal to zero 

Internal rate of return is equal to the required rate of return 
Relevant discount rate is called the crossover rate 

Internal rate of return of each project is equal to zero 

The accounting rate of return of each project is equal to zero 
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Question (16) 


Nagle's Machinery is spending $97 500 to update its equipment. This is necessary if the firm wishes to 
be competitive in the market place and provide a wide array of product models. The company 
estimates that these updates will improve their cash inflows by $18 500 a year for five years. What is 
the payback period? 


A. 1.37 years 
B. 2.84 years 
c 3.29 years 
D. 5.49 years 
E. This project never pays back 


Question (17) 


Operating cash flow is defined as: 


Dividends paid out by the firm 

Cash flow to shareholders 

A firm’s interest payments less borrowings 

Cash generated from a firm’s normal business activities 
Total cash flow to creditors 


MOOS 
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Question (18) 


Which one of the following is the positive square root of the variance? 


Standard deviation 
Mean 

Risk-free rate 
Average return 
Real return 


MOOW > 


Question (19) 


One year ago, you purchased 400 shares of stock for $12 a share. The stock pays $0.22 a share in 
dividends each year. Today, you sold your shares for $28.30 a share. What is your total dollar return 
on this investment? 


A. $6 222 
B. $6 432 
C. $6 520 
D. $6 220 
EB. $6 608 


Question (20) 


One year ago, you bought a share for $36.48 a share. You received a dividend of $1.62 per share last 
month and sold the share today for $40.18 a share. What is the capital gains yield on this investment? 


2.86 per cent 
3.70 per cent 
10.14 per cent 
12.29 per cent 
14.58 per cent 
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Section B 


(Each question is worth 12 marks, for a total of 60 marks) 


This section comprises of three short-answer discussion questions and two problem questions. 
Candidates MUST answer all FIVE (5) questions in the Answer Book provided. 


Question (21) 


Briefly discuss the concept of “Time Value of Money” and why it is one of the most important 
principles in finance. 


Question (22) 


Briefly discuss the concept of “Risk and Return” and the risk reduction benefits of diversification. 


Question (23) 


Briefly discuss the “Efficient Market Hypothesis (EMH)” and the various forms of market efficiency? 


Question (24) 


In this question you are required to calculate the expected return of a portfolio based on the following 
scenario and information. 


Suppose that there are two states of the economy, boom and bust, with probabilities of those 
states occurring of 75% and 25% respectively. 

Suppose also that there are two assets in the portfolio, Asset A and Asset B, and that the assets 
are equally weighted in the portfolio. 

If the economy is booming, the expected return for Asset A is 7%, and for Asset B it is 8%. 
However, if the economy is experiencing a bust, the expected return for Asset A is 3%, and for 
Asset B it is 4%. 


What is the expected return of the portfolio? 


Please show all workings. 
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Question (25) 


Using the information and analyst’s predictions given in this question, you are required to determine 
each stock’s expected return as predicted by the Capital Asset Pricing Model (CAPM), then compare 
the results with the analysts’ predictions. 


(a) 
(b) 


Assume the risk-free rate is 6% and the expected return on the market is 9%. An investment 
analyst provides you with the following estimates of beta and expected return for three stocks as 
listed below: 


Stock Beta Analyst’s Expected Return 


A 1.10 12.0% 
B 0.8 9.0% 
C 1.6 11.5% 


What is the expected return of each stock as predicted by the CAPM? 


Relative to the CAPM’s predictions, indicate whether each stock is overpriced, underpriced, or 
correctly priced by the analyst? 


Please show all workings. 
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Formulas 


NWC = Current assets - Current liabilities 
DPS = Dividends / Shares outstanding 
Average tax rate = Total tax / Net income 
OCF = EBIT + Depreciation - Taxes 
Net capital spending = NFAend- NFAbeg + Depreciation 
Change inNWC = NWCend - NWCbeg 
Change in NWC = (CAend - CLend) - (CAbeg - CLbeg) 
Cashflow to creditors = Interest paid - Net new borrowing 
Cashflow to creditors = Interest paid - (LTDend - LTDbeg) 
Cashflow to shareholders = Dividends paid - Net new equity 
Cashflow to shareholders 

= Dividends paid - (ordinary equityend) - (ordinary equitybeg) 


Cashflow from assets = Cash flow to creditors + Cash flow to shareholders 


Cashflow from assets = OCF - Change in NWC - Net capital spending 
Current ratio = Current assets / Current liabilities 

Quick ratio = (Current assets - Inventory) / Current liabilities 
Profit margin = Net income / Sales 

ROA = Net income / Total assets 

ROE = Net income / (Total assets - Total debt) 

Receivables turnover = Credit sales / Receivables 

Days’ sales in receivables = 365 days / Receivables turnover 
Payables turnover = Cost of goods sold / Payables balance 
Days’ sales in payables = 365 days / Payables turnover 
Inventory turnover = COGS / Inventory 

Total debt ratio = Total debt / Total assets 

Equity multiplier = 1 + D/E 

Net income = Addition to retained earnings + Dividends 

EPS = Net income / Shares outstanding 

Dividends per share = Total dividends / Shares outstanding 
Book value per share = Total equity / Shares outstanding 
Market — to — book ratio = Share price / Book value per share 
PE ratio = Share price / EPS 

Sales per share = Total sales / Shares outstanding 

ROE = (Profit margin) (Total asset turnover)(Equity multiplier) 
ROE (ROA) (Equity multiplier) 

ROE = Net income / Total equity 

ROA = (Net income / Sales)(Sales / Total assets) = Net income / Total assets 
Internal growthrate = [(ROA)(b)| /[1- (ROA)(b)] 
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Sustainable growthrate = [(ROE)(b)] /[1- (ROE)(b)| 
ROE = (Profit margin) (Total asset turnover)(Equity multiplier) 
b = 1- (Dividends 
/Net income) {Note: b is retention ratio also known as ploughback ratio). 
Dividend payout ratio = Dividends / Net Income = 1- b 
FV =PV+PVxnxt 
FV = PV(1+r)! 
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Average Net Income 
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Average Book Value 
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Name 


Student Number 


SECTION A —- MULTIPLE CHOICE ANSWER SHEET 


Please circle your answer for respective question. 


Question 


Please Circle Your Answer 
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Please remember - This examination question paper MUST BE HANDED IN. Failure to do so may 


result in the cancellation of all marks for this examination. 


Writing your name and number on the front will help us confirm that your paper has been returned. 
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